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A favorable effect on the stability of Malaya will result if the 
implementation of a recently-stated US policy* which would open natural 
rubber to a wider market in the US> is successful (p« 9 ). 


Although the Philippine presidential elections are to be held with- 
in two months , no one of the three candidates has & sufficient edge on 
his rivals so that observers may definitely predict the likelihood of 
his victory (p„ 9 )„ 


NOTE: A B/FE summary of recent cables from China 

which have discussed the means available to the 
iVest of fostering trends toward Tito ism in China 
is contained in Section III, p,10 . 
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KOEEA 

Pyongyang "d rops pr oposed "national elections 11 — For the third consecu- 
tive week. Radio Pyongyang has failed to mention the proposed September 
"nation-wide" elections called for by the 29 June Manifesto of the 
"Democratic Front for National Unification." If, as now appears probable, 
the Korean Communists have decided to drop or postpone the widely adver- 
tised "national elections" they will suffer a considerable loss of face 
in both northern and southern Korea with the Republic gaining a psycho- 
logical victory. 

Failure to conduct "elections" in southern Korea probably would 
indicate that the Communists made a. serious error in their estimates 
last spring of their potential capabilities in southern Korea this fall.. 
Although Communist guerrillas were increasingly effective during July 
and August, strong summer action by the Republic has disrupted much of 
the Communist underground, including key cells in the National Assembly , 
while promises and threats of Pyongyang failed to gain the support of 
southern political leaders for the "election" and the "Unification Front. " 

Faced with failure of their greatest propaganda effort to date to 
create confusion and instability in southern Korea, the Communists have 
several possible courses of action in the immediate future: (1) lhey 
simply may drop the election issue and again concentrate on i ©building 
the* underground to southern Korea while following usual propaganda lines; 
(2) The current, meeting of the Supreme Peoples 4 Assembly may revive the 
election line and announce that the elections have been postponed due to 
the severe repression of "democratic forces" in southern Korea by the 
"brutal" Rhee government; (3) Pyongyang may issue an announcement stating 


*B« | 


Approved For Release 2000/08/29 : CIA 


0030016-7 



Approved For Releaa^OOO/08/29 : CIA-RDP79-01090A0005&ftflfc0016-7 

SECRET 


- 5 - 

that the elections ware held despite severe repression and quote figures 
to show the southern people overwhelmingly in favor of the Manifesto of 
the the "Unification Front'*j (A) All further attempts to effect unifica- 
tion by "peaceful *' means may be dropped in favor of an early Invasion by 
the Peoples’ Army. 

From information presently available it is impossible to define 
Communist intentions with certainty. However, it now seems most probable 
that they will adopt either the first or second course of action outlined 
above while continuing to push expansion and training of the Peoples* 

Army for future action against the south. 

CHINA 

Military lull prevails— -There was little civil war activity in China B A K 

during the past week. The Communists, however, gave evidence of preparing 
for two major assaults 'while Nationalists’ defensive manuevers appeared 
as forlorn as ever. CHEN Yi made no significant advances toward Amoy, 
but, in the face of gradual Nationalist withdrawals and their general 
unwillingness to fight, CHEN can take Amoy whenever he chooses. Regular 
Communist troops on the south-central front have not yet entered Kwangtung 
in any strength, but advance units, joining with Kwangtung irregulars have 
extended guerilla operations to within 35 miles of Canton. As a result 
of the recent appointment of IEH Chien-ying to lead the Communists in 
Kwangtung, the CCF main force, marking time somewhere east of the Hengynag- 
Canton rail line, can be expected to launch their Canton offensive soon. 

The Northwest Communists, apparently halted after taking Kanchow and Sining, 
are now increasing their activity in west central Shensi, menacing HU Tsung- 
aan and Szechwan. The Nationalist defenders of the Lanchow-Sining area 
have reportedly fled into the Kansu corridor. MA Pu-£ang has gone to 
Taipei, MA liung-kuei is in south China, and MA Chi-yuan, son of the former 
and acting commander of the MAs left for Chunking. The MAs reportedly 
have lost all will to fight after their futile "talk" with the Generalissimo, 
ahd their troops are reputedly disgruntled due to their recent defeats and 
the absconding of their generals. 

Manchurian-USSR Trade Pact May Boomerang— The 1 August announcement of a "B B 
trade pact between Manchuria and the USSR was primarily a propaganda gesture 
intended to demonstrate Soviet friendship and to express Chinese defiance 
of the "imperialist” blockade. The widespread publicity expressing support 
for the pact, and regional demands for similar pacts, are all signs of 
official Communist pride in the agreement. The embarrassing features of 
the pact, however, are even now realized by many Chinese— namely, that the 
USSR is neither a good market nor a good supplier as far as China is 
concerned. 
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The Liberate d Daily inadvertently points out the disadvantages of 
the pact in a recent editorial answer to a critic of the pact. In explain- 
ing why Manchuria food is to be exported in the face of China’s shortages, 
the editor states that the agreement is only with Manchuria, not China, 
thereby admitting either that such an agreement would be harmful to China 
or that China has no priority on Manchuria’s surplus. He argues that 
paper is imported rather than pulp because Manchuria's paper mills are 
not restored, which is contrary to the fact as there is plenty of unused 

capacity in both China and Manchuria. He explains that the Soviet Union . 

wants corn and grain instead of China’s traditional exports — bristles, 
tea, vegetable oil, etc. — by the self-contradictory statement: "Even 
though the Soviet Union has abundant agricultural products, statistical 
data over the years show it has imported com and grain . n Finally, he 
discourages hope of an industrial loan from the USSR, arguing that China 

has ample barter goods to exchange for what it needs. 

These specious explanations will not justify the agreement to the 
Chinese intelligent is ia whose support the Communists are now trying to 
solicit, and certainly not to the sceptical businessmen in Shanghai to 
whom the economic disadvantages of trade with the USSR will become 
obvious . 

Communists continue to export through Tientsin— Despite the blockade 
by the Nationalist navy, exports from Communist China through the port of 
Tientsin have held up fairly well in past months. The most recently 
announced figure for exports through Tientsin compares favorably with the 
figure for the same month last year. The reliability of the Communist 
statistics is generally supported by the US Consul General at Tientsin. 
According to the Consul General., consular declared exports to the United 
States totaled $1.4 million in August - somewhat less than the figures 
for June and July, but twice the figure for May. 

The success of the Chinese Communists in maintaining the level of 
exports through Tientsin testifies to the limited effectiveness of the 
Nationalist blockade. At Shanghai, the blockade has succeeded almost 
completely in shutting off the port from foreign shipping. Farther 
north, however, foreign-flag vessels have been subject to less harassment 
from the Nationalist navy. The relative freedom of North China from the 
blockade has prompted a few Shanghai firms to relocate their offices in 
Tientsin. Other firms have swelled the Tientsin export totals by shipping 
goods to Tientsin rather than attempting to run the blockade out of 
Shanghai. 

Exports from North China have also been encouraged by subsidies 
which the Communist authorities have granted certain exporters. The North 
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PVi ins Foreign Trade Bureau has followed a fairly open policy of selling 
fTVpZTll prices belov* cost. The losses to this Conmuniat trade 

imposed, and the Chinese Communists continue to press these measures f 
maintaining their export trade. 





NMS NOTE 

Over 80$ of the world's tungsten reserves have been captured by 
he Chinese Communists in their recent drive through ^iangsi into 
wanrtung The USSR now not only has access to more than ad q 

rs^s-^r ii a ztiT n ^ Txr^iTZf s 

SS S S" tSrlEiSatU the ore require 

SSrSe %M%tV. the USSR can be expected to attempt to exploit 
China's tungsten in the near future. 

INDONESIA, 

r" optimistic. 
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pursuing independent militant courses. 
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Anv offensive action undertaken by the Netherlands military, even though 
tfdtd not Ittain the proportions of former "police actions, « could easily 
lead to incidents which would destroy the truce and preclude success of 
The Hague Roundtable negotiations. 

INDOCHINA 

nan diplomatic problems — The attitudes of ne ighbcring Southeast 

. "independent' 1 .teU 

decidedly reserved as evidenced by the cool reception accorded leUer 
recently sent by the Emperor announcing the establishment of his state. 

messapes to the US and the UK were also dispatched following their 
similar me ( Foreign Office. SEA countries are now apparently 

awaiting action by the US and UK before committing themselves to receive 
fgo^m Sssion or to extend formal recognition. The Indian Pria» 
Sinister has indicated that it would be "inconvenient" to receive a mission 
before November, a decision which was presumably reached in view of his 
nrtober US triD and In order to await further developments in Indochina. 

Octoier Uo p Thailand has resented public comment, and sta y 

The Phibul Government in ihailana nas reser^eu ^ + ** 

further temporise by adopting a Defense Council recommendation that it 

•^Sss a dfsira Jrecogni** an independent Vietnamese Government without 

either the Ho or the Bao Dai regime. 

Since it is obvious that Bao Dai's prestige will suffer farther unless 
he achieves some measure of diplomatic success before ^satoer, it £?*££ 
suggested by the US Consul General in Saigon that the US reply to a 
letter cooperate with the British in urging SEA nations to establish early 
relations with the Bao Dai Government and take the initiative in pu 1 -ly 

the Consul General believes that prior action by the US might encourage 
Vietnam's neighbors to imitate the example. Until concrete achievements 
lie ^or^d S the Commission for the Application of the 8 March Accords, 
holJvtrTsl ch a development is not likely. Furthermore, diplomatic arrange- 

ZZ lkve been assigned a lower priority on the Commission'* , agenda for^_ 
discussion than questions of justice and security. ^any c ^ e »t, he sub 
committees which have been appointed to make 

Commission are not expected to report for at least three months. 

These delays in implementation of the accords, in conjunction with 
the fact that the 21 June statement by the US (which welcomed with reserve 
tit formation of the unified state of Vietnam) has lost much of its effect, 
indicate that further championship of Bao Dai at this time by the 
Sal conventions have beeA signed by both contracting parties may ca^e 
the opposite of the desired effect, i.e., a further distrust by neighboring 
SEA countries of the Bao Dai experiment. 
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MALAYA 

Aid for Malaga's rubber— Successful implementation of a recently-stated 
US policy to open to natural rubber a wide market in the US will have a 
favorable effect on the stability of Malaya. Because Malaya’s economy 
is largely based on her rubber industry such a development will do much 
to ensure the continued economic well-being of the country, will counter- 
act the 3pread of terrorism, and will help to reduce political dissension 
among those who otherwise, in the face of an expanding US synthetic program, 
might find their livelihood threatened. Is a result, the UK’s ability to 
maintain control of this vital area, and Malaya's orientation toward the 
.Vest, will be considerably strengthened. 

PHILIPPINES 


Election possibilities— Although Philippine presidential elections are 
scheduled within less thin two months, no one of the three candidates has 
a sufficient edge on his rivals so that observers may definitely predict 
the likelihood of his victory. President Elpidio Quirino , the candidate 
of one faction of the Liberal Party, currently appears to be in the lead 
and can count as supporting factors his control of the Administration and 
favorable popular reaction to his United States visit. The latter, how- 
ever, may prove of transient value. The rival Liberal candidate, Jose 
Avelino, is least likely to win the election but may contribute to 
Quirino ’s defeat by carrying a sizable Liberal vote,, This possibility 
was increased by the 9 September decision of the Electoral Commission 
allocating the Avelino wing one of th© two election inspectors reserved 
by law to the majority party. The minority party gets the third inspec- 
tor, The chances of N&eionalista candidate Jose P. Laurel continue to 
be very good although an Avelino source has reported that an Avalino- 
Quirino rapprochement is still possible should it appear necessary to 
defeat Laurel. 
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